AGENDA
EXECUTIVE FINANCE COMMITTEE
June 26, 2008 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6th Floor)

Committee Members: Councilmember Larry Phillips, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;
Jim Buck, County Administrative Officer

Staff: Phil Sanders, Treasury Manager; Mike Smith, Investment Officer; Dave Turley, Financial
Accounting Supervisor

AGENDA ITEMS
1. Action: Approval of Minutes of the May 29, 2008 Executive Finance Committee meeting. (page 2)

2. Action: Motion to modify the King Investment Pool fee structure (pages 3-5)
Ken Guy, Finance Director

3. Briefiing & Action: Motion to bifurcate the King County Investment Pool (page 6)
- Ken Guy, Finance Director

4. Action: Motion to amend the Impaired Investment Policy (page 6)
Ken Guy, Finance Director

5. Briefing: Update on impaired investments.
Ken Guy, Finance Director

6. Briefing: May 2008 Investment Summary
e Investment Purchase-Summary (page 7)
Reverse Repo Analysis and Policy Compliance (page 8)
Residual Investment Fund Summary (page 9)
Issuer Diversification and Credit Exposure Report (page 10)
Investment performance review (pages 11-16)
Interest Rate Summary (page 17)
Mike Smith, Investment Officer

7 Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate
expenditure.

Staff Recommendation: Direct the Treasury to maintain the maximum average duration of the core portfolio at the

1.25 to 1.8 year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at

30 to 100 days (no change from last meeting).
Mike Smith, Investment Officer

8. Briefing: Interfund Borrowing for May 2008
e Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 18)
e Pooled Tier 1 County Funds with Negative Cash Balances (page 19)
e Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 20)
Dave Turley, Financial Accounting Supervisor

o Interfund Loans Among Non-County Funds (page 21)

e Interfund Borrowings — EFC Approved Loans (page 22)
Mike Smith, Investment Officer

9, EXecutive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, (1)(1).)

OTHER BUSINESS
ADJOURNMENT
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MINUTES
EXECUTIVE FINANCE COMMITTEE

May 29, 2008

The Executive Finance Committee (EFC) Meeting was held May 29, 2008 at 1:30 p.m.
Members Present  Others Present Others Present (Continued) Members Absent
Jim Buck Jodie Fickett, K&L Gates Peggy Pahl Larry Phillips
Bob Cowan Marlyn Keating, Bellevue SD Mike Smith
Ken Guy Martin Turney, Issaquah SD Scott Matheson

Ronic Lirio, Seattle SD Pete Anthony

Bill Adamo, Snoqualmie Valley SD Dave Turley

Linda Glenicki, KC Library System Anthony Cacallori

Mamie Marcus Phil Sanders

Pat Hamacher
ACTION ITEMS '

1. Minutes — The Committee approved the Minutes of the April 24, 2008 EFC meeting.

9. Investment Direction — The Committee approved the Treasury recommendation to maintain the maximum average

duration of the core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity
portfolio at 30 to 100 days.

BRIEFINGS

1.

Investment Pool Fee — The Committee reviewed a staff handout concerning the investment pool fee structure. The
Committee discussed the proposed fee structure and was given input from district representatives. Staff will present an
updated pool fee proposal at the June 2008 EFC meeting that will also include a graduated fee structure. District
representatives were encouraged to present their own proposals for the June meeting, and the goal is still to try and make
a decision at the June EFC meeting.

Update on Impaired Investments — The Committee was informed that the County is still working with its legal counsel
to insure that all restructuring options will be available. The Committee was also informed that it appeared that
Rhinebridge would be the first investment to be restructured. Cairn Capital has been retained by the County to assist in
evaluating the three restructuring options: cash, zero-coupon note, and a pass through note. There will be special
meetings of the EFC to evaluate the restructuring options. The Committee pledged to notify all pool participants in
advance of this meeting so that they would have an opportunity to attend. The Committee was also informed that a staff
recommendation on bifurcating the investment pool would be presented at the June meeting.

Interfund Borrowing — The Committee was provided a review of interfund borrowings during April 2008.

Investment Review for April 2008 — The Committee was provided a review of investment performance, activity, and the
distribution of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus
budgeted amounts for Pool earnings and fees were reviewed. Reverse repurchase activity for the month was also
reviewed, and the Committee was briefed on the current interest rate and economic environment.

EXECUTIVE SESSION

The meeting was recessed into Executive Session to discuss with legal counsel litigation or potential litigation to which
the County is or is likely to become a party when public knowledge regarding the discussion is likely to result in an
adverse legal or financial consequence to the County at 3:09 p.m. The meeting reconvened at 3:23 p.m.

OTHER BUSINESS

None | /@ /£

\CXer’ Guy, Finance Director
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Investment Pool Fee Options
For Consideration at June 26, 2008 EFC Meeting

Investment Pool Fee Tenets:

Actual Cost Recovery: Fee should be set to recover all actual costs, including
internal staff, financial consulting, legal, banking services and overhead charges.

Sponsorship: The county allowed outside districts to voluntarily join the pool in
1995 under the premise that the fee would be set at a level that made an expanded
pool “revenue neutral” to the county. There should be a reasonable fee paid to
county for agreeing to sponsor the pool. The key issue is defining “what is
reasonable?”

Sustainability: The fee should be predictable from year to year for financial
planning purposes. The fee should be periodically reviewed and adjusted to reflect
inflationary increases, significant changes in costs or new issues.

Transparency and Fairness: The fee should be easy to understand and applied in
an equitable manner to all funds.

Reasonableness: The fee should not be exorbitant when compared to the cost of
other investment options a district may have available to them. The executive
summary information from I-MoneyNet can be used to assess reasonableness.

Legality: New or amended pool agreements must be signed to implement any
changes in the fee methodology.

Option A: Annually Adjusted Sponsorship Fee Plus Actual Cost

Fee would be set using two components:
o Sponsorship fee is equal to 1995 opportunity cost amount, annually
‘adjusted for inflation
o Actual costs
Current calculation is about 12 basis points.
Fee would be adjusted each year.
New fee would take effect the month immediately after signing new pool
agreement.
Impact: Overall decrease in revenues of about $1.1 million per year.

Option B: Graduated Fee Schedule

Each fund pays an amount from 10 to 15 basis points based on average pool
balances. The total amount of revenue is estimated at $4.2 million.
Districts with large bond funds and general funds would benefit the most.

Fee would be reviewed every 3 years to ensure amount adequately recovers all
costs and generates reasonable sponsorship revenues.

EFC — Page 3



Investment Pool Fee Options
For Consideration at June 26, 2008 EFC Meeting

e New fee would take effect the month immediately after signing new pool
agreement.
e Impact: Overall decrease in revenues of about $1.3 million per year.

Option C: Interim Fee Approach, Pending Decisions Regarding Investment Pool
Advisory Panel Recommendations

e County makes good faith effort to lower current fee by 20 percent (15 to 12 basis
points).

e County issues simple amendment to existing pool agreement indicating new
interim fee level until such time that a new agreement is in place (new agreement
would be required to remain in the pool).

e EFC creates process for advisory representation with outside districts and this
“expanded EFC” reviews and provides feedback on various recommendations,
including future options for fee structure, in second half of 2008.

e Impact: Overall decrease in revenues by $1.1 million per year.

Option D: School District Proposal for Interim Fee

e County lowers fee to 8 basis points based on Investment Pool Advisory Panel
report

¢ County issues simple amendment to exiting pool agreement indicating new
interim fee level until such time that a new agreement is in place (new agreement
would be required to remain in the pool).

e EFC creates process for advisory representation with outside districts and the
newly expanded EFC reviews future options for fee structure in second half of
2008

e Impact: Overall decrease in revenues by $2.5 million per year

EFC — Page 4
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EXECUTIVE FINANCE COMMITTEE

Action Item Number 3: Bifurcation of King County Investment Pool

Proposed motion:

“Move that that the four impaired investments be separated from all other
performing assets into their own “impaired pool’, for the following
reasons: (a) to ensure that the yield on the performing assets are not
negatively impacted by the impaired investments; (b) to enhance
transparency about the value of the performing pool and the impaired
pool: (c) to ease the implementation of restructuring processes for the
impaired investments; and (d) to expedite the reinstitution of the rating of
the performing pool.”

Action Item Number 4: Amendment to the Impaired Investment Policy
Section 5.4 of the Impaired Investment Policy now reads:

“Pool members will continue to receive interest eamings, as set forth in
their investment agreements, on the amount of their retainage for loss
coverage.” :

The proposed motion would add the following sentence to the sentence above:

“ ...provided that, if the impaired assets are separated from the performing
assets into their own pool, then no interest earnings will be distributed
from the impaired pool until the full principal due on the impaired
investment has been recovered. Full or partial recovery of these impaired
funds is dependent on the implementation of restructuring agreements
involving each impaired investment.”

EFC -- Page 6



INVESTMENT PURCHASES SUMMARY

MAY 2008
OVERNIGHT REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
FIRST BOSTON 21 $2,922,000,000 1.51 2.09%
TERM REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
FIRST BOSTON 4 $ 150,000,000 14.50 2.09%
DISCOUNT NOTES
TOTAL FACE AVG  AVG
DEALER BUYS  AMOUNT  TOTALCOST DAYS YIELD
FIRST BOSTON $ 104,838,000 $ 104251,113 9873 2.08%
MERRILL LYNCH 86274000 85605310 13005 2.19

SMITH BARNEY
UBS FINANCIAL

3
2
4 161,000,000 159,444,563 160.68  2.35
2 86,000,000 84,976,181 17582 224

TOTAL 11 $401,682,000 $398,343,025 139.75 2.25%
CERTIFICATES OF DEPOSIT
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
BANK OF AMERICA 2 $ 51,825,000 91.00 2.57%
KEY BANK 2 50,080,008 92.44 2.57
TOTAL 4 $ 101,905,008 21.71 2.57%

EFC — Page 7
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RESIDUAL INVESTMENT SUMMARY

DATE: 06/20/2008

Amount Percent of Cumulative Average
Maturity Ran Invested Portfolio Percentage Yield
1l - 29 Days 1,293,561,374 31.0% 2.37%
30 - 59 Days 443,197,796 10.6% 41.6% 2.98%
60 - 89 Days 612,216,424 14.7% 56.3% 2.47%
90 - 119 Day 196,970,216 4.7% 61.0% 2.80%
120 - 149 Da 144,150,470 3.5% 64.5% 2.35%
150 - 179 Da 262,445,862 6.3% 70.8% 2.36%
180 - 364 Da 227,735,654 5.5% 76.3% 2.39%
1l - 2 Years 343,765,505 8.2% 84.5% 3.45%
2 - 3 Years 149,713,204 3.6% 88.1% 5.22%
3 - 4 Years 218,491,693 5.2% 93.3% 5.43%
4 - 5 Years 200,000,000 4.8% 98.1% 5.21%
5+ Years 78,290,419 1.9% 100.0% 4.51%

TOTAL 4,170,538,618 100.0%
Amount Percent Of
Security Type Invested Portfolio Limits
Repurchase Agreements 102,000,000 2.4% 40%
Certificates of Deposit 481,168,063 11.5% 20%
State Investment Pool 359,413,801 8.6% 100%
Commercial Paper 185,133,931 4.4% 25%
Bankers' Acceptances 0 0.0% 40%
Treasuries 248,878,849 6.0% 100%
Agencies 2,677,926,183 64.2% 75%
Mortgage Backed Securities . 78,290,419 1.9% 25%
Municipals 37,727,372 0.9% 20%
TOTAL 4,170,538,618 100.0%

Average Yield = 3.00%
Average Days to Maturity = 385.16

EFC —Page 9



RESIDUAL INVESTMENT POOL
ISSUER DIVERSIFICATION AND CREDIT EXPOSURE

5/31/08

Credit Agency Ratings (1) Bank Ratings (2)
CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch 10C CAEL™
Key Bank 225,343,062.7-3 5.0% A-1 P-1 F1 1 3
Bank of America ' 101,825,000.00 2.3% A-1+ P-1 F1+ 1 3
U.S. Bank 100,000,000.00 2.2% A-1+ P-1 F1+ 1 2
Washington Federal S&L 50,000,000.00 1.1% F1 1 2
Sterling Savings Bank 25,000,000.00 0.6% F3 2 3
Homestreet Bank 10,000,000.00 0.2% 1 3
COMMERCIAL PAPER -- 5% PER ISSUER. RATED BY 2 AGENCIES; RATING OF AT LEAST A-1, P-1, ORF1.
Mainsail I| LLC 52,050,077.63 1.2% NR NP
Victoria Finance LLC 51,937,148.61 1.2% D NP
Cheyne Finance LLC 39,317,832.15 0.9% D NP
Rhinebridge LLC 40,027,972.22 0.9% D NP D

REPURCHASE AGREEMENTS -- 10% PER ISSUER :
Credit Suisse LLC 345,000,000.00 7.7% A-1+ P-1 Fi+

INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 358,663,872.57 : 8.0% NR NR NR

U.S. GOVERNMENT (Full Faith & Credit) - 100% PER ISSUER

U.S. Treasury Obligations 248‘,§78,849.00 ] 5.5% AAA Aaa AAA

MUNICIPAL OBLIGATIONS (Taxable) - 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"

Seattle School District No. 1 ] 22,800,000.00 0.5% AA+ Aa1l

Sacramento County, CA 20,392,372.44 0.5% A+ A2

City of Phoenix, AZ 15,000,000.00 0.3% AAA Aal

Westchester County, NY 2,335,000.00 0.1% AAA Aaa AA+

FEDERAL AGENCY OBLIGATIONS (GSEs) -- 50% PER ISSUER

Federal National Mortgage Association (FNMA) 950,737,933.84 21.1% AAA Aaa AAA

Federal Home Loan Mortgage Corporation (FHLMC) 946,263,821.08 21.0% AAA Aaa AAA

Federal Home Loan Bank (FHLB) 888,876,884.28 19.8% AAA Aaa AAA
4,496,250,726.55 100.0%

Overview of Rating Agency Credit Scores
—Tongerm

(1) The table in the lower-right comer gives the range of Shost-term k |
investment grade credit ratings. Grade Grade
(2) IDC Bank ratings are provided by IDC Financial Publishing: Highest Lowest Highest Lowest
1=Superior, 2=Excellent, 3=Average, 4=Below Average, S=Lowest. j

8 1+ .
Safe & Sound CAEL is a bank rating service provided by S&P A A3 AAA esB
Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below Moody's P-1 P-3 Aaa Baa3
Average, 5=Weak. Fitch F1+ F3 AAA BBB-

Note:(NW) equals negative credit watch & (NO) equals negative outiook.

EFC — Page 10



TOTAL RESIDUAL FUND

EARNINGS DISTRIBUTION RATE
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CX FUND YTD INTEREST EARNINGS

(1) Average budgeted yield for the entire year is 3.48% (simple average).
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May 31, 2008
BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $263 $245 ($18.4)
YTD YIELD 3.75% 3.68% -0.07%
INTEREST DISTRIBUTION (3)  $4,098,226 $3,742,592 ($355,634)
AUTOMATIC INTEREST ($) $0 $54.433 $54.433
TOTAL INTEREST ($) $4,098,226 $3.797.025 ($301,201)
YTD POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEEDUETOCX  $2,360,417 $2,623,651 $263,234
POOL FEE DUE TO FBOD $62.500 $63.331 $831
TOTAL YTD POOL FEES 2,422,917 2,686,981 $264.,065
YTD TOTAL POOL
DISTRIBUTION $66,162,237




LIQUIDITY POOL

COMPARATIVE EARNINGS RATES
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Sources: Money fund data: 1BC/Donoghue Money Fund Report Averages seven day money market fund indexes. "Public Investor".

State Pool data:  Monthly State of Washington Local Government Investment Pool report.
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CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS
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7.50%

MORTGAGE-BACKED POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS
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GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS
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INTEREST RATE SUMMARY

6.00%

5.50%

5.00% | el B R e BT

4.50% +

4.00% +

350% | KING COUNTY
POOL 3.18%

3.00%
2.50% +
2.00% +
1.50% +
1.00% +

0.50%

0.00%

—@—06/25/08 —-O—5/23/2008 - &1 YEAR AGO O KING COUNTY POOL 3.18ﬂ

06/25/08 5/23/2008 1 YEAR AGO

Fed Fund Target 2.00% 2.00% 5.25%
3M T-Bill 1.80% 1.86% 4.78%

6M T-Bill 2.21% 1.93% 4.98%

1Y T-Note 2.43% 1.94% 4.96%

2Y T-Note 2.82% 2.43% 4.87%

5Y T-Note 3.52% 3.14% 4.97%
10Y T-Note 4.10% 3.85% 5.08%
30Y T-Note 4.64% 4.57% 5.21%
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